By WILLIAM K. CHUNG and GREGORY G. FOUCH

Foreign Direct Investment in the United States in 1979

# The foreign direct investment posi-
tion increased 23 percent, to $52.3
billiom, following n similar incrense
in 1978. The increnses were twice as
large ns the avernge increase in 1975
77. Contributing to the 1978-790 in-
crenses wers the 1977-78 depracintion
of the U.5. dollay against mojor for-
eign currepdies, relotively low TI.8.
stock prices, rising V.S, interest
rates, political tensions abroad, snd

the possibility of inereased USRS

protectionism.

« Equity nnd intercompeny nocount
inflows in 1979 inerensed 13 percont,
to $6 billion, following a very large
increase in 1978. Inflows in both
years helped finnnes the requisition
of several major U.8. companies and

of existing U5

the expansion
affilintes.

o Reinvested strnings of incorporated
TS, effilintes inorecsed 44 peroent,

to $3.7 billion, following a 63-percent
inerense, The incrense reflected rises
in both enrnings smd Yelnvestment
ratios of niiliates.
» Income—the return on the position-—
incrensed 43 percant, to $8 hillign,
following o 48-percent increase. In-
creases goturrad in sll major indus-
iries, the largest in petroleum. The
rate of retum on the pomition rose
from 10.9 parcent to 12.7 percent.
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Tahle 2.—~Compaosition of Forsign Direct Investment in the United States, 1978=70
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Foreign Direct Investment
Position

At yearend 1979, the foreign direct
investment position was $52.3 billion,

compared with $42.5 hillion at yearend
~ 1978 (table 1). The position iz the net
book walue of foreign direct investors’
equity in, and net outstanding loans to,
their T.8, affilintes.

By aren of foreign parent,! Europe
accounted for 69 percent of the position,
Canada for 13 percent, and Japan for 7
percent. The remsainder was mostly
accounted for by Latin America, par-
ticularly the Netherlands Antilles (table
2).

As in 1978, ownership was highly
concentrated by country. The eight
countries with the largest positions
accounted for nearly 90 percent of the

I- In thig article, “forvign parent” means all members of
the affiliated forelgn groap that consists of the forelgn parent
Anid farign aflilintes of the foreign parent.

Note.—Waoadley Timberlake assisted in

preparing the estimates; Ronald Reed pro-
erammed the tables,

Venezuel, wnd

Tinited Arnb Emiraies,

total (chart #). The Netherlands ac-
counted for about one-fourth, the
United Kingdom for nearly one-fifth,
and Canada sand Germany for more
than one-tenth ench. Japan, the Nether-
land= Antilles, and Switzerluud each
accounted for from 4 to 7 percent. The
13 members of the Organization of
Petrolenm Exporting Countries to-
gether nccounted for less than 1 percent
of the total (table 3). Their positions
were primarily in real estate and, to a
lesser extent, in banking and manu-
facturing,

It should be noted that in classifying
data by country, the Bureau of Eeo-
nomic Analysis (BEA) uses the country
of an affiliate’s “first” foreign parent,
that is, the first loreign entity outside
the United States in a foreign chain of
ownership. The country of the “first"
foreign parent may differ from that of
the ultimate (beneficial) owner. This is
particularly true for affiliates whose
“first" foreign parents are in the Nether-
lands Antilles, Panama, and Bermuda,
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By industry of affilinte, nearly 40
percent of the position was in manu-
facturing, about 20 percent each in
trade and petroleum, 7 percent in insur-
ance, and the remainder in ‘“other”
industries. In manufacturing, about
one-third of the position was in chem-
icals; in “other” industries, about one-
hall was in finance,

About 3 percent of the position was in
real estate; in this industry, the posi-
tions of parents in Europe, ‘“other
Western Hemisphere,” and Canada
were particularly large. However, this
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Table 3 —Forelgn THreox Investment Fasie
tion in the Uniled Stakes of Members of
the Organization of Patrobtam Exporting

Countrles (OFEC), 1979101
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estimate doos not represent the total
nszat value of T1.5. renl estate owned by
forsign parents. It includes only direet
inveatment in U.S. affilistes that are
classified in ths renl estate industry.
Dirsat investment in affiliates in other
imdustries, which moy hold real astats,
in olassified in the industries of those
affiliates. Furthermore, the pasition in
renl eetate nffilintes reflects only the
portion of totol real eztote held by such
affiliates thnt is financed with {unds
from foreign parents. That portion may
be small relative to ths total becauss
renl estate investments usunlly are
highly loverogad—the ratio of loans
{lorgely from unsffiliated sources) to
imvestors’ funds vsed for equity pux-
chases normally is high.

2 For w dixuskn of 1008 Mndeooenhip by o aopke of
L. willtintes of forelen com pandes I 1977 (this latest woir for
whilch dateare avallahls), ses Med . Hawcrtting,  Bilodtad
Dinta un the Operations of 1.8, Aflllatas of Forsgn Cem-
paika, H7T," I Wt Taly 1060 Mot of Ehe Buayxr of Oue-
EENT Husipess.

SURVEY OF CURRENRT BUSINESS

By type of affitints and account, 94
percent of the pesition was in incor-
porated affiliates and the remsinder
in unincorporated nffiliotes (table 4).
For incorporated affiliates, the position
wos mostly aquity {capital stock and
retained enrnings), rather than debt
{intercompany accounts)., For unip-
corporated affiliztes, the position is a
gingle account reprasemting the paps
ents’ total claims, both equity and
debt, on the affiliates” net sssels; the
position in these affiliates wos largely
in insurnnes nnd “‘other” industries.

1979 Addition

Tha 1979 pddition to the position
was $9.8 billion. It consisted of aquity
and intarcompany account inflows of
$6 billion, reinvested earnings of $3.7
billion, and & small voluation adjust-
ment.

By country of foreign porent, nasrly
90 percent of the addition wos ac-
counted for by eight countries. Tha
Netherlonds accounted for 2¢ percent,
the United Iingdom 18 percent, nnd
Germnuy 14 percent. The Netherlands
Antilles, Canade, snd Jepan accountced
for about T to 9 percent each and
Switzerland and Belptum-Luxembowg
{or about 4 percent ench. By industiy,
mooufactoripe accounted for neorly
30 percent, petroleum and ‘“‘other® 22
percent each, trade 20 percent, nnd
insurance 7 percent.,

Aggwat 1680

There wos o 23-percent increase in
the position, about the smme as in
1978.* The average incresse in 19765-77
was obout 11 percent (tebla 13).

Severnl factors confributed to the
faster growth in 1978 and 1979. First,
the substantinl depraciation of the 1.8,
dollar ngninat mejor foreign currencies
in 1877-75 reduced the foreign-currency
costa of acquiring LS. companies,
establishing new affilintes, and expand-
ing axinting affiliates; it also contributed
to a dacline in U.3, production costs,
relative o those in o pumber of forsign
gouniriea. As n reguld, large incresses
in the number of acquisitions, estabe
lishments, and expansions occurred,
particularly in 1978, Second, relatively
Jow stoek-market prices in 1978-79
made acquisitions of U.S. companies
more atiractive to foreipnars. Third,
intereat rutes rose during 1978-79,
sa U.2. monetory suiborities ook
stope to dampem inflationary pressures
and stemn the depreciation of the dollar,
This mised borrowing costs in ths
United Stotes. Conzequently, U.S.
affilintes probably relied mora on rein-
veated earnings ond funds from their

3, The eetimats for 1he 1078 sddillan was ro'risod upvard
314 billicoy, ta 57,5 bilHen, om the setdmats pubviahed {n e
Avguat K00 boun of the BUuRvEY. The nirlkion, prirsarily
In equity wad Intereompiny steydnt biows, wea lagedy dus
to raporks that HEA recedved aiter puldieatton of th srevioes
sitimats. Somes of the jals reporis weare oo oXIBHNE T.H.
afilates, while & nomber mors from zey T8, afllnte whisk
anly eckme eWare of PIEA’S oo riimeg regeleaments In 3070
b result of Ewo v EEA gurweys of foralgd diteet Inranl-
totivt n ten Uolbed Slabes,

Tahle 4. =~Foreign Direst Investment Positlon in the United States, by Type of Afliliate and Aceount, 1575-19
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foreipn parents, snd less on funde
borrowed in 118, finansial markets, to
finanies their increased mvestmant. The
shift in finaneing was evidenced by
gharp increnses in equity ond inter-
ecompany aceount mflows and continued
large incresses in reinvested eaTnings
in both yesrs. Alse, political tensions
sbroad moy have contributed to the
incrense in the pesition in the United
States. Finally, the possibility of in-
creased U8, protectionism msy have
ancournged inflows of foreign capital
to  establish or aequire predaction
facilities hera in order to circumveni
futura berriers that might be erectad.

Equity and intercompany cocooni
inflaws

Equity and intercompany aecount in-
flows increased 13 parcent, to $6 billion
in 1979, following o 148-percent incranse
in 1978 (table 5). In both yenrs, the
inflows finsnced & number of lamge ne-
fquicitions snd expnmsions of existing
sffiliatas.

By type of nifiliats, inflows to ineor-
poratad affilintes were $5.6 billion and
those to unincorporated affilintes $0.4
billion. For incorporated offilintes, in-
fiows for capitnl stock (neluding net
inerenses in additional paid-in capitnl)
inerensedd 11 pereent, to $3.2 billion,
tollowing o 120-parcent ineressa in 1978.
Thara wera severnl layge and partly off-
satiing changes. By country, increnses

SURVEY OF CURRENT BUSINESS
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Tablg f—Compowition of intereompany Acepunt Infows, 1975-7¢
|BLEKbonY of dallars; edtfoey (=3]

M
=
53

g5g
!
=

RN
i
%

=3
-

oTE-arm
Long-[er.

Eam cluding tnited frmm e —rerrEsserres
Hh pt:ﬂm ..... ﬂnﬂm

I'..nu;-l.-um

EBE BoB KU

ek BEE Bgd Lzx EoF =8B BRE

9 BS% Tu2 Bef 2UF Sk

=1
13
~14
?'I
7 -1
1114 T4
e [ ]
E‘ﬁ 121
17 158
L] o
a| o 2

el e

» Boppregted o avsld disedosure of dotn of indlvidwal compardee.

in inflows from Europe and Litin Amer-
it more than oliset declines in inflows
from Japan and Canada, By incustry,
inpreases in inflows to “other” indus-

tries (primarily finance), insurnnce, nnd
petrolanm more then offset declines in
inflows to munufacturing and trade
adfilintes.

Table $.—Equity snd Intereompuny Acconnt Inflows, by Trpe of Afliliito, 1978=79
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In “other” industries, the increasa in
inflows to bnnking affilintes from par-
ents in the United Kingdom and Ger-
many was particulnrly large; the inflows
helped finance the affilintes’ nequisitions
of other 1.5, banks and insurance com-
psnies, The increase in trade largely
financed the acquisition by Germen-
owned offilintes of two major retnil
chain stores, one engaged primarily in
food und the other in both food and
general merchnndising. Although rela-
tively smull in dollar amount, inflows
to real estote uifiliates more than quad-
rupled ; the increasa wos primarily for
purchoses of commercial buildings and
real estate for development by affilintes
of Canodian and Netherlands pavents.

In mapufacturing, the decline in in-
flows for capital stock wos from an
unusually hizh 1978 level, Inflows in

SURVEY OF CUREENT BUSINESS

1378 had been boosted by 1 Germen
porenis’ purchose of additional equity
in a chemical affiliste and by metnl
mapufacturing affilistes’ acquisitions of
several large 1,8, companies with funds
jrom their United Kingdom and Ger-
mon parenés. In 1979, such sizable
transactions weye not repeated. In addi-
tion, a large chemical affiliate of an
Tialian parent was sold.

Intercompeny account inflows 6o in-
corporated affiliates incrensed 18 per-
cent, to 32.3 billion {table 8). The
increasa resylted from n shift to inflows
to petroleum affilistes and increnses in
inflows fo insurance and manufecturing
affiliates, partly offset by o decline in
inflows to trode affiliates.

The shift to inflows in petroleum was
partly accounted for by o redustion in
long-term Teceivobles {an inflow) due

——

Auguxt 3980

to o U.S. affiliate. The increass in insur-
pnce was primorily a tronsfer of funde
to existing affiliates hy parents in the
Hetherlands snd the United Kingdom
for use by the offilistes in acquiring
cother T.5. insurpnce companies. In
manufacturing, the incrense, which was
lorgely in chemicsla, financed the pur-
chnse of preduction facilities from other
T3, companies, the expansion of exiat-
ing affilintes, nnd the introduction of
pew processes, Partly offsetting were
declines in metols and food produsts,
The decline in metals reflected the com-
pletion in 1978 of pregrams to expand
produstion facilities; the deoline in food
produsts reflected the nenrecurrence in
1978 of any sizable acquisitions.

The decline in inflews to trade
affiliates was largely accoupied for by e
.S, effiliate thai had large long-term

Toble 7.—Reinvested Enrnings amid Reinvestment Eatlos of Incorporated Affillatey, 1970-T9
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intercompbny atcount inflows from o
Neotheriends nffiliate of its German
porent in 1978, hut not in 1979,
Although the uffilinte wns classified in
trode, it also monufnctured entomo-
biles; part of the inflows hetped finonce
the menufacturing operation. Shori-
term intercompany account inflows to
trade afflintes deckined slightly, reflect-
ing severzl large offssiting changes.
Inflows to trade affilintes of Japanese
and German parents declined; thosa to
affiliatea of United Kingdem parents in-
eransed sharply. The decline in inflows
to Japanese-owned affilintes resulted
from i sizable increase in trode receiv-
ables due from their porents for ex-
, ports—particularly of metelz, graios,
and coal—shipped to the porents by the
* affilistes. Inflows to CGlermuen-owned
affiliates, mainly in awtometive prod-
ucts, declined because of reductions in

SURVEY OF CURRENT BUSINESS

ghort-term payahles due their parents.
Thesa reductions in poayobles were
largely accounted for by on putomotive
trade offilinte whose imporis of cars
from its parent declined, ns products of
5 153, sutomotive manufaciuring afilis
oto of the same parent wers substituted.
The latter affilicte’s production was nok
fully on-streom until 1979. The in-
crense in short-term intercompany ac-
count inflows to tmde affiliates of
United Kingdom parents was accounted
for mainly by affiliates tredipg in gold,
sitver, plotinnm, and other precious
metals; it reflected the effect of sonring
prices of these metnls during 1979.

For unincorporated offiliates, aquity
apd intercompeny occount indows in-
crenszed 22 percent, to $0.4 hillion. The
increase was lorgely accounted for by
o shift to infows to n trade nffiliate of
i (hilean poarent.
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Reinvested earninga

Reinvested earnings ¢of incorpornbed
offilintes incrensed 44 percent, io $8.7
billion, following « #3-percent incrense
in 1978 (table 7). Reinvested enrnings
are foreign parents' shores in imeorpo-
rated affilintes’ earnings less gross divi-
dends paid.

Reinvested eornings increesed in all
industries, except insurgnce. In petro-
leum, monufacturing, and “other” in-
dustries, both enrnings and veinvest.
ment ratios inereased. By far the largest
IncTease in Ieinvested earnings was in
potroleum, up 72 percent, to 31.6
billion. The increase—nearly G percent
of that for al! industries—was largely
necountad for by offilintes of Neather-
lands parents. (One of the parents is,
in turn, owoed by o company in the
United Eingdom.} Renvested enin-
ings of mapufnoturing affilistes were
up 35 percent; inerenses in metals and
food producte were particularly largs.
Although relatively swall in dollar
amount, reinvested sarnings of affilintes
in “other” industries, mainly in finance
and mining, incressad 76 percent. In
trade, reinvested sarnings incressed 27
pereent, ns an inerense In eMTHNEs MOTS
than offsst a decline in the Teinvestment
ratio.

Tu contrast, & SO-percent decline was
registered in reinvested earnings of
insurance affilintes, An increase in these
affilintes’ enrnings wis more than offzet
by o decline in, their reinveatment ratio
from an unususlly high 1978 lavel,

Income

Income, the raturn on the direct in-
vestmant position, inereased 43 percent,
to $6 billion, following a 48%-percent
incrense in 1978 (table 3). Inecome
consists of foreign parents’ shares in
the net income (after deduction of U5,
income btoxes) of their 118, affiliates,
plus pet interest payments on Inter-
sompany accounts, less withholding
toxes on dividents and interest (fable 9).
Alternetively, it i3 equal to interest,
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dividends, ond enrnimgs of unineor-
poreted offilintes (tabls 10} plus rein-
wvested enrnings of oeorporcted
affiliatss.

Increases ocourred in all major im-
dustries. Tncoma of petroleum affiliates
inerensed €2 percent, to $2 billion,
following o d4B-percent incrasse. The
lncreasa was largely accounted for by
affilintes of Netherlands pavents, in-
cluding the parent mentionsd sbowe

that ie, in turn, owned by s United
Kingdom ocompany. The incrense re- |
flacted higher petroleum prices, widen-
ing profit marpins, and, in the cpes
of one affiliats, inoreased production
in the North Slope oit fields togsther
with & large incrense in its fareign
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parent’s ownership share. (The incraasa

iz ownershin share was based on a

2 formule Ged to North Slope produc-

| tion.) The share incrense, which oc-
currad in late 1978, had its full aifact

| on income in 1979,

| Income of trade affiliates inersssaed

24 percent, to 51.1 billion, following
. 0 33-percent incresse, The increase by
offiliates of Japanese pnrents was parti-
cularly large (table 11), ond reflacted
the increazed volume of U.S. tnde
with Japan handled by these affiliatas,
Affiliates of parents in the Unitad
i Kingdom, the Netherlands, and the
Wetherlends Antilles also had large
inoresaes.

In manufasturing, income inersssed
32 percent, to %15 billion, after a
28-percent incrense in 1978. Imcransas
ware widespread, both by ares and in-
dustry, but ware particularly lorpe in
metals and food preducts, and for
affiliates of Cenadian ond continemtal
European parents. Tha increase in in-
come of afffiintes in “other” industiies
was mostly in fingnes; it perily resultad
from expansion of operations by nifilie
ates of parents in the United Kingdom
and Brazil,

LS. T

T T et

SURVEY OF CURRENT BUSINESS

The rate of return on the position—
income divided by the average of the
beginning- and end-of-year positions—
inereasad from 10.9 percent to 12.7 per-
cenk. Incresses occurred in oll major
industries axcepé insurance, where the
rate declined elightly from a high 1978
level. The rate for petroleum nffilintes
rose sharply, to 22.7 percent, from 17.3
percent. By country, tha rate of raturn
was 16.5 percent on Japinese invest.
ment, 13 percent on European invest-
ment, # peresnt on Canadian investment,
and 13.5 percent on invesiments of al!
other arens combined.

Fees and Royalties

Foes and roynlties consist of net pay-
mente by T.5. offilintas to their forsion
purents for the sale or use of intangible
properéy, such ia patents, processes,
trademarks, and copyrights: rentals for
the use of tangible property; mannge-
ment faes and servica charges; and film
and television tape rentals. Net pny-
ments of fees and rovalties were $0.5
billiom, up 20 percent (table 12). Most
ol the increage was accounted for by

45
Table 13 —Fren and Royelties, 1¥70-T9
IMAilms of dnlkars]
e 578

gt Szk 253 155 ack GEE Sof REa

sk $x% 28F .35 was 288 Eep oM

manufneturing  affiliates of Europaan
parents. The inerease would hove baan
greater except for inereased voceipts of
fees nnd royslties by Japanese-owned
sffiliates Tor warranty work performed
by the affilintes and for training given
by the afflintes ta executives from their
parent companies.

e
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Tuble 16.,—Equity and Intescompany Account lnflows, 1978
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}
Table 18.—teinvonted Enrnlngs of Joeorporated AGilintes, 1973
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